
COMMONWEALTH OF KENTUCKY 

BEFORE THE ENERGY REGULATORY COMMISSION 

* * * * *  
In t h e  Matter of 

ADJUSTMENT OF RATES OF TIEE ) 

COOPERATIVE CORPORATION, ) CASE NO. 7592 
FLEMING-MASON RURAL ELECTRIC ) 

FLEWINGSBURG, KENTUChT 1 
O R D E R  

On September 27, 1979, Fleming-Afason R u r a l  E l e c t r i c  

C o o p e r a t i v e  C o r p o r a t i o n  ( A p p l i c a n t )  f i l e d  an  A p p l i c a t i o n  w i t h  

t h e  Commission p r o p o s i n g  t o  imcrease its a n n u a l  r e v e n u e s  by 

$920,438, a n  i n c r e a s e  of a p p r o x i m a t e l y  13%. A p p l i c a n t  stated 

t h a t  t h e  i n c r e a s e  is required i n  order to c o n t i n u e  t o  operate o n  

a sound f i n a n c i a l  bas i s  and  c o n t i n u e  t o  p r o v f d e  service to its 

consumers .  

The Commission, i n  order t o  d e t e r m i n e  t h e  r e a s o n a b l e n e s s  

of t h e  p roposed  rates, set  a p u b l i c  h e a r i n g  for D e c e m b e r  4 ,  1979. 

N o t i c e  of s u c h  h e a r i n g  w a s  made by the A p p l i c a n t  i n  manners  pre- 

scr ibed by Kentucky l a w  and  t h e  r u l e s  and  r e g u l a t i o n s  of t h i s  

Commission. 

The h e a r i n g  was h e l d  as s c h e d u l e d  i n  t h e  Commission's offices 

i n  F r a n k f o r t ,  Kentucky,  w i t h  o n e  i n t e r v e n o r  b e i n g  p r e s e n t .  A t  t h e  

c o n c l u s i o n  of t h e  h e a r i n g  and  f o l l o w i n g  r e s p o n s e  t o  a l l  reques ts  for 

a d d i t i o n a l  i n f o r m a t i o n ,  t h e  m a t t e r  w a s  s u b m i t t e d  t o  t h e  Commission for 

f i n a l  d e t e r m i n a t i o n .  

Fleming-Mason p r o v i d e s  electric s e r v i c e  t o  approximate ly  13,000 

consumers i n  B a t h ,  Bracken ,  F leming,  Lewis, Mason, N i c h o l a s ,  Robertson 

and Rowan C o u n t i e s ,  Kentucky,  Appl icant ' s  so le  s u p p l i e r  of electric 

e n e r g y  is E a s t  Kentucky P o w e r  C o o p e r a t i v e ,  I n c .  

TEST PERIOD 

The Commission h a s  accepted A p p l i c a n t ' s  proposed test y e a r ,  

t h e  twelve-month period e n d i n g  

r e a s o n a b l e n e s s  of t h e  p roposed  

J u n e  30, 1979, t o  d e t e r m i n e  t h e  

rates. 



VALUATION METHODS 

N e t  I nves tmen t  

The Commission f i n d s  from t h e  r e c o r d  t h a t  Fleming-Mason's 

N e t  I nves tmen t  d e v o t e d  t o  i ts  u t i l i t y  operations a t  t h e  end  of t h e  

test  period is as f o l l o w s :  

U t i l i t y  P l a n t  i n  S e r v i c e  $12,732,423 
C o n s t r u c t i o n  Work i n  P r o g r e s s  304,563 
Materials and  S U D D l i e S - E l e C t r i C  105,249 - -  
Prepayments  
Cash  Working C a p i t a l  

S u b t o t  a1 

44: 919 - 

Less : 
Accumulated D e p r e c i a t i o n  $ 4,122,943 
Customer Advances 

S u b t o t  a1 
16,683 

$ 

N e t  Inves tmen t  $ 9,261,442 

Capi ta l  s t r u c t u r e  

The Commission f i n d s ,  f r o m  t h e  e v i d e n c e  of record, A p p l i c a n t ' s  

C a p i t a l  S t r u c t u r e  a t  t h e  e n d  of t h e  test-year t o  be $10,233,158, 

c o n s i s t i n g  of $6,637,366 of debt and  $3,595,792 of e q u i t y .  Non- 

cash p a t r o n a g e  cap i ta l  credits i n  t h e  amount of $462,945 have  b e e n  

exc luded  from t h e  e q u i t y  p o r t i o n  i n  c o n f o r m i t y  w i t h  past Commission 

policy.  

Fleming-Mason also i n t r o d u c e d  an E q u i t y  Management Plan, a 

mathematical process which  d e t e r m i n e s  t h e  ra te  of r e t u r n  on e q u i t y  

n e c e s s a r y  t o  a t t a i n  a projected d e b t - e q u i t y  r a t i o  a t  a specified 

f u t u r e  date u s i n g  his tor ical  cap i ta l  g r o w t h  p a t t e r n s .  The projected 

e q u i t y  r a t i o  is pre-determined by t h e  C o o p e r a t i v e ' s  management as 

t h e  optimum c a p i t a l  s t r u c t u r e  t o  a c h i e v e  and m a i n t a i n .  

Although t h e  Commission h a s  c o n s i d e r e d  t h i s  P lan  and  others  

fo r  possible f u t u r e  i m p l e m e n t a t i o n ,  i t  w i l l  n o t  be u s e d  i n  t h i s  

m a t t e r  t o  d e t e r m i n e  f a i r ,  j u s t  a n d  r e a s o n a b l e  rates. 

The Commiss ion  ham g i v e n  duo  conmideration t o  othor  elementa 

of v a l u e  n o t  reflected i n  t h e  e v i d e n c e  of record. The rates of 

r e t u r n  found rearJonable h e r e i n  w i l l  p r o v i d e  A p p l i c a n t  w i t h  sufficient 

r e v e n u e s  t o  m e e t  t h e  mortgage r e q u i r e m e n t s  of its p r i n c i p l e  l e n d i n g  

agents.  

(1) 
O n e - e i g h t h  (1/8) of a d j u s t e d  o p e r a t i n g  and  ma in tenance  

expenses less p u r c h a s e d  power.  
c. 



REVFAUES AND EXPENSES 

Fleming-Mason p roposed  s e v e r a l  pro-forma a d j u s t m e n t s  t o  

its income s t a t e m e n t .  W e  f i n d  these a d j u s t m e n t s  t o  be known and  

measu rab le  and accept them for ra te -making  p u r p o s e s  w i t h  t h e  

f o l l o w i n g  e x c e p t i o n s .  We have r educed  A p p l i c a n t ' s  p roposed  

adjustments t o  n o r m a l i z e  r e v e n u e  a n d  p u r c h a s e d  power e x p e n s e  by 

$190,608 and  $172,867 r e s p e c t i v e l y  based on t h e  rates g r a n t e d  

A p p l i c a n t  i n  Case No. 7410. T h i s  C a s e  (7410) a u t h o r i z e d  Fleming- 

Mason t o  p a s s  t h r u  t o  its consumers t h e  i n c r e a s e d  costs of p u r c h a s e d  

power from its s u p p l i e r .  W e  have  rejected e n t i r e l y  Applicant's 

proposed  ad jus tmen t  for a d d i t i o n a l  r igh t -of -way c l e a r i n g  e x p e n s e s  

based on t h e  e v i d e n c e  of record. F u r t h e r ,  w e  have  r e d u c e d  t h e  proposed 

a d j u s t m e n t s  to T r a n s p o r t a t i o n  D e p r e c i a t i o n  by $63 and t o  D i s t r i b u t i o n  

and  G e n e r a l  D e p r e c i a t i o n  by $3,234 a f t e r  a p p l y i n g  depreciat ion rates 

recmnended by the Rural E l e c t r i f i c a t i o n  Administration. Recognizing 

o n l y  t h e  debt o u t s t a n d i n g  as of t h e  h e a r i n g  da te ,  w e  have also r educed  

A p p l i c a n t ' s  Interest Expense a d j u s t m e n t  by $101,255. 

A f t e r  i n c l u d i n g  t h e  a c c e p t e d  adjustments, Fleming-Mason's test 

p e r i o d  o p e r a t i o n s  are a d j u s t e d  as follows: 
Pro-Forma 

A c t u a l  Adjus tments  Ad jus t ed  

O p e r a t i n g  Revenues $6,260,713 $ 715,256 $6,975,969 
Operating Expenses  5,990,685 819,470 6,810,155 
N e t  O p e r a t i n g  Income $ 270,028 $(104,214) $ 165,814 
O t h e r  Income ( D e d u c t i o n s )  

N e t  Income (Loss) 
N e t  

RATE OF RETURN 

The Commission is of t h e  o p i n i o n  t h a t  t h e  a d j u s t e d  rate of 

r e t u r n  of 1.8% is c l e a r l y  d e f i c i t  and  is u n f a i r ,  u n j u s t ,  a n d  

u n r e a s o n a b l e .  

W e  are of t h e  o p i n i o n  t h a t  a f a i r ,  J u s t ,  and  r e a s o n a b l e  rate 

or rezurn is 4 . ~ 3 .  -10 a c n i e v e  r n e s e  e a r n i n g s ,  riening-Mason ZY 

entitled t o  i n c r e a e e  its electric rates  to generate a d d i t i o n a l  

annual  revenues of $486,192 based o n  t e s t - p e r i o d  c o n d i t i o n s .  (3) 

will result i n  a Time8 I n t e r e s t  E a r n e d  Rat io  of 2 .25 .  

T h i s  

(3)$9,2~1,442 x ,0704 = $652,006 - $165,814 = $486,192 

- 3 -  
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The rates and c h a r g e s  set o u t  i n  attached Appendix "A" 

are d e s i g n e d  t o  p roduce  a n n u a l  r e v e n u e s  of a p p r o x i m a t e l y  $7,462,160 

i n c l u d i n g  t h e  addi t iona l  r e v e n u e s  granted h e r e i n .  

SUMMARY 

The Commiss ion ,  a f t e r  c o n s i d e r i n g  a l l  t h e  e v i d e n c e  of r e c o r d  

and being f u l l y  a d v i s e d ,  is of t h e  opinion and so FINDS: 

That a f a i r ,  j u s t ,  and  reasonable rate of r e t u r n  is 7.0% a n d  

t h a t  to a c h i e v e  t h e s e  e a r n i n g s  Fleming-Mason I s  e n t i t l e d  t o  generate 

a d d i t i o n a l  annual revenues of $486,192. 

Tha t  t h e  rates a n d  charges set o u t  I n  Appendix "A" a t t a c h e d  

hereto and  m a d e  a part hereof w i l l  p r o d u c e  gross a n n u a l  r e v e n u e s  

In t h e  amount of a p p r o x i m a t e l y  $7,462,160 and  are the fair, j u s t ,  

and r e a s o n a b l e  rates for t h e  A p p l i c a n t  t o  charge for electric service 

i n  t h a t  t h e y  will p r o d u c e  r e v e n u e s  s u f f i c i e n t  t o  p e r m i t  it t o  pay its 

o p e r a t i n g  e x p e n s e s  and  service Its d e b t ,  

That t h e  rates proposed  by Fleming-Mason in t h i s  Case are 

u n f a i r ,  u n j u s t ,  and u n r e a s o n a b l e  in t h a t  t h e y  p roduce  gross a n n u a l  

r evenues  in excess of $7,462,160 and  s h o u l d  be denied. 

IT IS THEREFORE ORDERED, t h a t  t h e  rates s o u g h t  by Fleming- 

Mason R u r a l  Electric C o o p e r a t i v e  C o r p o r a t i o n  i n  t h i s  Case be and  t h e  

same are hereby d e n i e d .  

IT IS FURTEIER ORDERED, t h a t  t h e  rates set o u t  i n  a t t a c h e d  

Appendix f fAut  are hereby  approved  for electric s e r v i c e  rendered by 

Fleming-Mason R u r a l  E l e c t r i c  C o o p e r a t i v e  C o r p o r a t i o n  on and after 

the date o f  t h i s  O r d e r .  

IT IS FURTHER ORDERED, t h a t  t h e  A p p l i c a n t  s h a l l  file w i t h  

this Commission w i t h i n  t h i r t y  (30) d a y s  from t h e  d a t e  of t h i s  Order 

its revised t a r i f f  s h e e t 6  s e t t i n g  o u t  t h e  rates approved  h e r e i n .  

Done at  F r a n k f o r t ,  Kentucky,  t h i s  t h e  18th day of P s r i l ,  1980. 
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APPENDIX "A" 

APPGNDIX "0 AN ORDER OF THE ENERGY REGULATORY 
COMMISSION IN CASE NO. 7592 DATED APRIL 18, 1980. 

The f o l l o w i n g  rates and  c h a r g e s  are p r e s c r i b e d  f o r  t h e  

customers i n  t h e  area s e r v e d  by Fleming-Mason Rural Electric 

C o o p e r a t i v e  C o r p o r a t i o n .  A l l o t h e r  rates and c h a r g e s  n o t  

s p e c i f i c a l l y  m e n t i o n e d  h e r e i n  s h a l l  remain  t h e  same as t h o s e  

i n  e f f e c t  under  t h e  a u t h o r i t y  of t h e  Commission p r i o r  to  t h e  

date of t h i s  Orde r .  

Rates: Uonthly 

R e s i d e n t i a l  and  S m a l l  Power - S c h e d u l e  RSP* 

Cus tomer  Charge  
Energy Charge (for a l l  hWH) 

$ 4.70 p e r  meter 
.03708 p e r  KWH 

1 M i n i m u m  Charge: 

The monthly customer c h a r g e .  For temporary  or seasonal service 
a m i n i m u m  c h a r g e  of $57.45 is r e q u i r e d ,  p a y a b l e  a t  t h e  t i m e  of 
request  for service. 

S m a l l  G e n e r a l  S e r v i c e  - Schedu le  SGS* 

Customer Charge 
Demand Charge per B i l l i n g  KW 
Energy Charge  (for all KWH) 

Minimum Charge : 

$35.45 p e r  meter 
4.75 per KW 

.01785 p e r  KWH 

The monthly customer c h a r g e .  For t emporary  or seasonal service 
a m i n i m u m  c h a r g e  of $430.50 p e r  annum is r e q u i r e d  i n  l i e u  of t h e  
monthly cus tomer  c h a r g e ,  p a y a b l e  a t  t h e  t i m e  of r e q u e s t  of service. 

Large Genera l  Service - Schedu le  LGS* 

Cus t  mer Charge 
Demand Charge per Billing KW 
Energy Charge (for a l l  KWH) 

Minimum Charge : 

$47.25 per meter 
4.31 per KW 
.01802 per KWH 

The monthly cus tomer  c h a r g e .  For temporary  or seasonal sorv ico  
a m i n i m u m  c h a r g e  of $574.04 per annum is r e q u i r e d  in l i e u  of t h e  
monthly customer c h a r g e ,  p a y a b l e  a t  t h e  time of r e q u e s t  for service. 
Outdoor  L i g h t i n g  S e r v i c e  - S c h e d u l e  OLS* 

175 Watt Mercury Vapor ( a p p r o x i m a t e l y  7,000 lumens) $4.50 p e r  u n i t  

Minimum Charge : 

advance.  T h e r e a f t e r ,  $4.50 per month p e r  u n i t .  
F i r s t  y e a r ,  or any p o r t i o n ,  thereof,  $54.00 per u n i t  p a y a b l e  i n  

+The monthly k i l o w a t t  hour  usage s h a l l  be sub jec t  t o  p l u s  or m i n u s  a n  
ad jus tmen t  per KWtI d e t e r m i n e d  I n  acco rdance  w i t h  t h e  "Fuel  A d j u s t m e n t  
Clause .  'I 



a 
Additional Charges : 

(a) For non-governmental members: 

The above charge and term applies to lights mounted on existing 
cooperative poles with 120 volts available, or on cooperative poles, 
to be set, within 150 feet of an existing 120 volt source. If ad- 
ditional secondary service poles, or conductor, is required t h e  
term of the agreement shall be extended in proportion to the number 
of additional poles needed in excess of one, at the rate of $54.00 per 
year for each additional pole, all paid in advance at the time of 

l commencement of service. In the event a transformer must be Instal- 
led, the member will be required to pay the installation cost of 
the  transformer. Where extensions of primary lines are required the 
total cost of such construction shall be paid by the member, 

All Electric School - Schedule AES* 
Customer Charge 
Energy Charge (for all KWH) 

$ 47.25 per meter 
.03351 per KWH 

Minimum C h a r g e :  

The minimum annual charge will not be less than $17.41 per KVA 
of required transformer capacity as determined by the Cooperative. 

Special Contracted Service: 

Texas Eastern Transmission Corporation* 

Customer Charge 
Demand Charge per Billing KW 
Energy Charge ( for  all KWH) 

Dravo Lime Company* 

' Customer Charge 
Demand Charge per Billing KW 
Energy Charge (for all KWH) 

. i . .. .. *--.>. . . , ., .-.*, i, . . 

.:i, I .. . ,:., . _. .I , 

. . . .  , . .  ., . , 

... . 
. ... 

$ 94.35 per meter 
6.50 per KW 
.01738 per KWH 

$277.50 per meter 
3.85 per KW 
.01701 per KWH 

. .. 
I 

*The monthly  kilowatt hour usage shall be subject to plus or minus 
an adjustment per KWH determined in accordance with the "Fuel 
Adjustment Clause. 'I 
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